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Business Prospects Under Coastal Zone Management

1. NATURE OF STUDY

The Office of Coastal Zone Management of the U.S. Department of Commerce has
contracted with Real Estate Research Corporation for the conduct of a brief, pre-
liminary analysis of the potential economic impacts of coastal zone management
on development activity and business prospects =~ with reference to the California
Coastal Plan as an example. The study focuses on many of the concerns of greatest
linterest to Business and real estate interests = the effects of coastal zone manage-
ment on public expenditures (and therefore taxes), land values, investment oppor=
tunities ond business profitability. It also considers how these impacts affect the

ultimate consumer -~ the citizen who seeks a high quality of life in the coastal
environment.

All 30 coastal states and 3 U.S. territories have coastal zone planning programs
underway at this time. While the primary purpose of these plons is rational man-
agement of coastal resources, it is recognized that the implementation of

the plans will have economic consequences. Economic impact studies to date
regarding coastal zone management have either been mainly theoretical or they
have focused on costs without sufficient attention to potential economic benefits.

Institute.  ULI's study is a combination of conceptual exposition and literature
search. This study by RERC also develops conceptual bases for identifying and
quantifying economic impacts of coastal zone management. Moreover, RERC

has identified specific impacts for selected major facets of the California Coastal
. Plon.

The major focus of this study has been on three significant economic impacts =~
(1) public investment in facilities and services (with and without the Plan),

(2) the Plan's effect on land values, and (3) economic development — e.g., its
impacts on employment, business investment and profitability, and construction
activity. :

These impacts were selected because they account for the preponderance of poten-
tial change (both positive and negative) in business prospects that might result from
implementation of the policies and programs outlined in the California plan.
Quantifiable costs and benefits will reach the ultimate consumer in the tax burden
he or she bears, in the value of land and buildings for homes or businesses, in
income gained or lost from employment or investment in the coastal zone ond in
prices paid for consumer goods and services produced in the coastal zone -~ marine
and agricultural produce, forest products; other manufactured goods and retail or

REAL ESTATE RESEARCH CORPORATION
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office services, However, consumers will also reap the more "intangible" benefits
of a more attractive ond healthy environment, less crowding, and increased access
to recreational opportunities. Such benefits are noted where appropriate in this
report. However, its major focus remains on the economic impacts of plan imple-
mentation on property values, taxation, development activity, and business
prospects in generdl. These impacts are primarily short term in nature — their
effects will be felt immediately after the plan's policies are implemented and for
some years thereafter,

In completing this study, RERC has relied heavily on: (1) RERC research on
economic impacts, especially The Costs of Sprawl; (2) selected interviews with
various knowledgeable people regarding coastal planning and development;

(3) review of readily available economic studies on coastal zone management;

(4) study of the California Coastal Plan; and (5) participation in a seminar entitled
"An Exploration of the Economic Benefits of Coastal Zone Management" sponsored

by the Office of Coastal Zone Management and the Urban Land Institute (January 26,

1976). RERC appreciates the excellent cooperation of everyone contacted in the
course of this brief study. While valuable data and insights ‘were shared, this report
is the responsibility of RERC. p

SUMMARY OF FINDINGS AND CONCLUSIONS

The preparation and adoption of coastal zone plans have only limited economic
effects; the true impact of such plans can only be estimated when specific imple-

. mentation programs -- capital improvements, regulations, incentives, public

acquisition, persuasion — are detailed. In California, Coastal Zone Planning is
undertaken by many jurisdictions each with long standing experience in zoning,
subdivision regulation and land use planning. Implementation of plan objectives
would be a local responsibility, and would largely rely on existing tools. These
activities are recognized by the courts and most citizens as legal, legitimate
exercises of the police and other powers to achieve public benefit. Thus, many of
the policies and programs contained in The California Coastal Plan are Tikely to be
implemented with or without the Plan's adoption. In evaluating its economic
impact, a key question is to what extent does the Coastal Plan result in changing
conditions or business prospects that would be different from what would occur
anyway under local plans, regulations, and programs.
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Benefits and Beneficiaries

Benefits of coastal zone management will accrue to everyone in the zone as well as
most everyone elsewhere in the state and country. These benefits will be of various
kinds and they will occur in different ways to different degrees. There will similarly
be costs to be borne, but this study is focused on benefits.
The following major categories of beneficiaries can be identified:
®  Owners of property directly affected by implementation devices

Neighboring property owners

L
@®  Competition -~ other properties that might be marketable for the same use
L

Owners of businesses whose productivity or market attractiveness would be
enhanced by plan policies

@  Government at all levels

®  The general public

Potential types of benefits are numerous. Benefits of coastal zone management oré
the positive changes which occur in the nature, scale, distribution, and pace of
elements such as the following:

Production (including manufacturiné, agriculture, mining, fishing)
Utility services and costs

Business sales, cosfs,’ and profits

Emplofrnent opporwnifiés

Population and labor force

Housing demand and supply

Construction

Financing and investment

Property values and transactions

REAL ESTATE RESEARCH CORPORATION
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Govemment costs and revenues
Education and recreation opportunities

Externalities (non-market factors, e.g., aesthetics)

Potential Benefits of Coastal Zone Management

Planning and managing the coastal zones of the United States essentially consist of
the use of foresight in cooperatively determining how to both preserve our precious
resources and accommodate the needs of an expanding population and economy.
To achieve this balanced purpose entails many trade offs which include some short
run positive and negative effects but for the most part are redistributional effects.
Long run benefits from enhanced productivity of renewable resources -~ fisheries,
agriculture, forests == would also be realized.

Potential economic benefits of the coastal zone plan policies can have the follow-
ing attributes:

They can be "one time only" or "recurring"

. They can cause net increases in economic activity or merely shift its benefits

among individuals or groups

Costs may be incurred in their attainment ~- e.g., expenditures for shore-
line restoration or pollution control

Secondary "spin-off" effects may be felt == both positive and negative,
depending on the nature of the policies and the economic activities
affected

. The following list of benefits of coastal zone planning and management is similar
to the benefits of most state and local planning activities:

Reduced cost of new development
Reduced cost of transportation
Better preservation of natural environment

Befter preservation of existing buildings

REAL ESTATE RESEARCH CORPORATION
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Less pollution

Less congestion

Higher quality development

Better utilization of sunk investments

Better fit of supply and demand

Greater awareness of needs and opportunities

Less uncertainty regarding future potentials

Improved possibilities for effective actions based on understanding and
consensus regarding goals

Potential economic benefits can appear as increased productivity, higher sales,
more jobs, greater demand for facilities and services, increased property

values, lower taxes, reduced or stabilized consumer prices, and heightened
satisfaction with one's physical environment. Prudent coastal zone planning,
therefore, results in a balance between conservation of irreplaceable natural
resources and the needs-~job creation, housing, recreation, and shopping--of

an expanding population/economy. While some coastal zone actions will result
in net gains or net losses for the local economy, in most instances the short-term
effects of the plan are redistributional. Some lost expectations will undoubtedly
be encountered, but gains elsewhere should offset these losses. |t is expected
that in those cases, if any, where regulations would actually result in a legally-
determined taking, the regulations would be declared void or compensation paid.
Reduced property taxes could help offset severe losses. Planning stabilizes erratic
"swings" in expectations because it results in less uncertainty in future prospects
of land investment. While there may be short term lags as the economy adjusts to
changes induced by the Plan, long-run benefits are likely to balance or exceed
costs. For example, some industrial plants may not be built in the coastal zone,
in part because environmental protection regulations may make them financially in-
feasible. They would yield an inadequate rate of return on equity when compared
to alternative opportunities. However, that same development proposal may be
equally unattractive outside the coastal zone. Moreover, lower financing costs
or improved marketing outlook could result in a decision to ultimately go ahead with
a deferred project despite the costs of complying with coastal zone regulation.
These same regulations will result in heightened opportunities in coastal dependent
economic activities—-tourism, recreation, agriculture, fisheries, and forestry,

.

REAL ESTATE RESEARCH CORPORATION
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Public Investment With and Without the Plan

The Plan holds the promise of considerable savings in public capital investment and
maintenance costs for roads, utilities, and other public facilities. If adopted, new
development would be encouraged to make maximum use of available system
capacities within existing communities, or locate adjacent to already built=up areas.
Fewer miles of new pipeline and urban roads would be extended into ryral areas. In
a recent study for three federal agencies prepared by Real Estate Research Corpora-
tion, entitled The Costs of Sprawl, more compact development was estimated to save
as much as $1,700 per dwelling unit or more in public infrastructure investment over
conventional low density sprawl, as shown in Exhibit 1.

EXHIBIT 1

INFRASTRUCTURE SAVINGS ATTRIBUTABLE TO BETTER PLANNED,
MORE COMPACT DEVELOPMENT :

Community Development Prototypes Capital Cost per Unit
Presented in The Costs of Sprawl Net Density Publicly Provided Infrastructure

(collector and arterial streets,
utility lines)

1. Planned Mix 6.9 units/acre $ 900
(plarmed new community with (40% single-family
single-family homes, townhouses detached)
and apartments)

II. Combination Mix 6.9 units/acre ‘ $2,789

. {part conventional development (40% single-family .
and part PUD -- same housing detached)
mix as in I)

Ill. Sprawl Mix 6.9 units/acre $3,796
(conventionally developed (40% single-family
suburbs -~ same housing mix) detached)

IV.  Low Density Planned 4,3 umits/acre $ 998
(planned new community of (100% single-family
single-family homes) ©  detached)

V. Low Density Sprawl 3, 3 units/acre $4,488
(suburban single-family (100% single- family
development) detached)

VI. High Density Plapned 13. 6 units/acre $ 835
(planned community -- mainly (10% single-family
apartments) detached)

Sources: Real Estate Research Corporation The Costs of Sprawl: Case Studies and Further Research, Table 15.
Prepared for the Council on Environmental Quality and Department of Housing and Urban Development.
Unpublished, Data have been updated to reflect 4th quarter 1975 costs.

REAL ESTATE RESEARCH CORPORATION
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For purposes of the analysis presented herein, we assume current California "trend"
development to be comparable to the "low density sprawl" prototype used in the
Costs of Sprawl. More compact development would be represented by "combination
mix," consisting of a mix of conventional ond planned unit development. The latter
is by no means the "least cost" alternative; however, it is unlikely that future
California coastal development will be predominantly in large scale planned new
communities where developers would bear all the costs of collector street and utility
improvements. Comparing trend development with a possible future more compact

development form (Type V versus Type !I) results in a savings of about $2, 000 per
dwelling unit for the latter type.

To get a sense of how substantial these public cost economies could be, we made
some reasonable assumptions regarding the nature of future housing construction in
the Coastal Zone, and then applied the above stated cost savings:

® 30% of future coastal zone developrhenf would correspond to the "combina-
tion mix" described above ($2,789 per unit), enjoying the combined cost
savings of compactness and proper location

®  30% would be in~fill development with minimal public infrastructure addi-
tions or improvements needed. Assume 1/3 of the cost per unit for the

"planned mix" type ($300 per unit) for improvements to existing in-place -
systems

®  30% would be "trend" development (34,488 per unit) == provided as they
would have been without the Plan.

@®  10% would be demand accommodated through rehabilitation of existing
structures already serviced with adequate roads and utilities requiring no
additional public outlay.

The total public capital cost for accommodating 10,000 dwellinQ units under these
conservative assumptions would be $22,731,000, versus $44,880,000 if all future

development were of the "trend" type. The savings amounts to $22,150,000 or
$2,215 per housing unit.

Moreover, it we assume that the construction of public infrastructure is financed
with 25 year general obligation bonds at 7% interest, interest payments alone
would equal 1.145263 times the principal amount. Thus, capital cost savings of
$22.2 million result in further savings of $25.4 million in interest charges.
Savings of $47.5 million (capital outlay plus interest) over 10,000 units equals
$4,750per unit compared. fo costs under current building trends. The estimated

REAL ESTATE RESEARCH CORPORATION
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cost of $200 million required to implement the Plan's restoration, regulation and site
site acquisition/improvement programs would be offset by savings in infrastructure
capital outlay plus interest resulting from building 42,000 housing units in the
Coastal Zone in accordance with the Plan — with minimal urban sprawl and maxi-
mum use of existing facilities. Densities would not be radically increased. Sub-
stantial privately bome on-site circulation and utility system development cost
savings could also be realized.

Impact of the Plan on Land Values

‘The key determinants of land values include:
Natural site characteristics and environment

Man-made stie characteristics and environment

Demand for particular land uses
Access
' Utilities

Public facilities and services

Taxes

Land use and development regulations

We estimate that, in general ,-about 55% of land value is attributable to govern=
ment action, with the balance resulting from the actions of the property owner,

his or her neighbors, and the general public. Govemments influence land values
through use or design regulations, improving access, providing public facilities

and services, preserving favorable "images", and through its tax rates and policies.
Exhibit 2 shows the different types of government action that impact property values,
and their relative importance in determining the overall net effect of coastal zone
regulations on land value. Restricting land use options will lower land values of
subject properties, but will also transfer any unsatisfied demand to other competi-
tive sites not subject o use restrictions. Regulations requiring mitigation of

REAL ESTATE RESEARCH CORPORATION
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adverse environmental impacts result in higher development costs but also result in
more attractive, desirable sites. Improved access and public facility provision
generally impact positively on land values; however, access improvements can
have neguative effects == noise, air pollution, or reduced privacy.

The California Coastal Plan will be implemented through government action
resulting in a loss in development potential (and hence lower profit expectations)
for some sites =~ presently unserviced rural lands, prime agricultural and wooded
acreage, areas with development hazards, and parcels with scenic, historic or
ecological significance. Recreation and other water dependent uses will be given
priority over urban development along the waterfront. If o market for more intense
use exists, the affected parcel will lose value. But in a normal market, the
demand for more intense use will be transferred elsewhere; this is encouraged by
plan policies fostering more compact development in already built-up communities.
These cities and villages contain numerous sites previously "passed over" as develop-
ment spreads. These parcels, and those at the fringe of existing development, will
rise in value. The overall net effect of the California plan-on land values will
vitimately be positive becouse of better management, improved amenity protection,
and reduced uncertainty.

Economic Development Impacts

The Plan's impact on employment and other business investment will vary for major
industry sectors. The construction industry will suffer from reduced opportunities
along the shoreline and in infrastructure development. |t will gain from public
investment in housing rehabilitation, provision of on=site recreation, higher quality
design and amenity requirements, and more intense use of in-city parcels. Invest-
ment and employment potential in agriculture, fisheries, forestry, tourism, commer-
cial recreation, and mass tronsit facilities will be enhanced through government
incentives and regulatory policies. The long range viability and security of these
industries in the coastal area will be protected and encouraged, but the costs of
doing business in the Coastal Zone may go up for some industries which must pur-
chase more expensive sites and install costly energy conservation, pollution control
and design amenities. This added investment stimulates other businesses, but it
might also make certain business development or expansion programs financially
infeasible. Some industries may therefore choose not to locate in the Coastal Zone
as a result of higher costs, but others will be drawn there because of the attractive=
ness of the physical sétting. Exhibit 3 summarizes various types of economic
development impacts likely to occur for different sectors. Although California
residents and business consumers may have to bear higher costs as buyers, renters,
or purchasers of goods and services =- because of higher land costs (due to reduced

REAL ESTATE RESEARCH CORPORATION
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availability of developable sites) and greater production costs (because of regula-
tions requiring greater on-site amenities and environmental protection devices) ==
they would benefit from stabilized productivity (and price stability) for wood
products, agricultural produce, and seafood, as well as reduced energy consump-
tion, :

Consumers would also enjoy heightened recreational opportunities in an attractive,

.uncongested atmosphere. Scenic, historic, and ecologically significant areas

would be preserved for future generations of California residents ond visitors.

Overall, the economic benefits of coastal zone management in Califomia will,

at a minimum, offset non-compensated losses in land values or business opportunity.
The positive effects of a more attractive, secure physical environment, combined
with greater efficiencies ottained from elimination of urban sprawl, will outweigh
these losses overall.

REAL ESTATE RESEARCH CORPORATION
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